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13 June 1980

MEMORANDUM FOR: Chief, Administrative Staff/RMS-CTS
STAT FROM:

Chief, SIS Support Staff

SUBJECT: Awards for SeniorvOfficers Detailed to RMS/CTS

1. The following are informal answers to your questions
STAT to | toncerning SIS/SES and other categories
of cash awards for senior officers detailed to RMS/CTS from
other federal agencies on a reimbursable basis:

-- We queried Mr. Ron Ardley of the Office of
Personnel Management (OPM) about SES procedures or FPM
regulations on the awarding of rank stipends and per-
formance awards to officers detailed from other
government agencies., He advised that there is no
specific guidance contained in the FPM 920 series (SES)
on this subject.

-- Mr., Ardley offered his view that where a detail
does not exceed 120 days, the assigning agency (parent
agency) should be the organization responsible for
recommending an award since they would be more familiar

“with the officer's performance over the full rating
period. Supporting recommendations or concurrence in
the award recommendation from the agency of detail (host
agency) would, of course, be desirable,.

-- He further stated that in the event of a longer-
term detail assignment, the host agency should initiate
the performance award recommendation and submit it to -
the parent agency for approval by the agency head or
appointing authority.

-- In the case of rank stipend recommendations for
SES detailees it was Mr. Ardley's opinion that the
recommendation should originate in (or be forwarded
through) the parent agency for Performance Review Board
(PRB) consideration before submission to OPM.

HISE AN1Y
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- -- In the case of RMS/CTS performance awards and
rank stipend recommendations, it would seem appropriate
for the DCI/DDCI to send recommendations (initiated by
RMS or CTS) to the parent agency for their required
performance review board action. If and when the
parent agency approves the performance awards (or OPM
recommends approval of a rank stipend), RMS/CTS would
then provide funds to the parent agency for the payment
of these awards or stipends.

b. May SES or SIS officers'receivé;cash awards apart

-~ FPM 920-29, "SES Performance Incentive Pay, and
Award Provisions of the CSRA" and FPM 540-5, "The Role
of Cash Awards in the Merit Pay System" (copies attached)
state that SES members are eligible for invention,
suggestion and special achievement awards under existing
cash awards programs. Bonuses or awards for SES
excellence in performance or outstanding achievement are
provided for under the CSRA or the CIA SIS plan. The two
awards systems would appear to be mutually exclusive, ’
with the former providing '"spot" awards for one-time
achievements or acts and the latter rewarding sustained
excellence in performance during the rating period.

-- Concurrence by the parent agency in awards for
invention, suggestion and special acts would appear
desirable. Procedurally such recommendations would go
to the parent agency for approval and payment, which
would then be reimbursed by RMS/CTS.

-~ As you are aware, all three of these agencies have
their own versions of SES legislation pending before
Congress, Until Congress acts, we do not believe these
officers are eligible for SES/SIS performance awards
and rank stipends. Special Achievement or Exceptional "
Accomplishment Awards could be considered for special
acts under the separate cash awards program mentioned in
subparagraph b, if RMS/CTS so desires and can make funds
available, ' - '

d. May we grant cash awards to active duty military
officers detailed to RMS/CTS? — ' -

-- It is our understanding that military officers are
not eligible for the performance category of cash awards.

ADEINISTRMFICE
INTERA USE CHY
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However, payment of cash awards is authorized for
suggestions, inventions, or scientific achievements.
In the past, payment of special allowances to active
duty military officers detailed to the Agency was
made in a limited number of cases where uniqueness
of their CIA mission or work requirements dictated.
However, this was not considered a payment for
excellence in performance but rather an inducement
to accept a hazardous assignment.
e. May Executive Pay Level Officers, not included
under SIS/SES, receive cash awards?

-- OPM advises that political (as opposed to career)
appointees to Executive Level III and above positions
who are selected by presidential appointment and subject
to Senate confirmation are not eligible for cash awards.
This applies to the DCI and the DDCI. The status of
the DDCI for Resource Management is not so clear, since
he was not so appointed or confirmed. Our contacts at
OPM knew of no instance where an officer at Executive
Level III or above had received a cash award,

'STAT '~ -- According to the Agency limit is
$5,000. OPM may approve€ awards not in excess of $25,000
for a "highly exceptional and unusually outstanding v
contribution or achievement." When the "protection of .
sensitive operations, developments and accomplishments
is necessary,'" the DCI may approve such awards instead
of OPM. :

2. I apologize for the tentative nature of much of the
information, but it reflects the fact that we (and the rest of
the Executive Branch) are breaking new ground on SES/SIS awards.
There are no real "experts" and implementation policies and '
procedures are still evolving. Some of your questions involve
legal considerations which should be checked with the Office of
General Counsel before implementation, but we believe that 0GC
too would find it difficult to make definitive rulings until the
status of the government-wide awards programs are further clarified.
Hopefully, the Executive Committee meeting on 18 June will provide
some indication of policies or at least directions for the SIS
awards program, We stand ready to work closely with you in
developing awards policies and procedures applicable to RMS/CTS
and to assist in preparing any RMS/CTS proposals for DCI/DDCI
consideration and approval. '

STAT

Attachments: a/s éggug%éig b E%E
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Office of Personnel Mar\)mem U FPM Bulletin 920- 29
Federal Personnel Manual System

FPA4 Bulletin Special Bulletin # 71
Bulletin No. 920~29 . ' Washington, D. C. 20415

October 16, 1979
SUBJECT: SES Performance Incentive Pay, and Award Provisions of the CSRA

Heads of Departments and Independent Establishments:

To attract, retain, reward and motivate highly competent executives, certain provisions of
the Civil Service Reform Act (Public Law 95-454) authorize the granting of special recogni-
tion, awards, and incentive payments to members of the Senior Executive Service who hold
career appointments. Specifically, these payments and recognition include bonuses for
excellence of performance (performance awards under 5 U.S.C. 5384) and the awarding of
ranks and accompanying stipends for sustained accomplishment and sustained extraordinary
accomplishment (meritorious and distinguished executive rank under 5 U.S.C. 4507).

In addition to the above, all SES members may be considered for other kinds of awards
(e.g., for inventions, suggestions, special acts, etc.) under 5 U.5.C. 4502 through 4505.
Information about such awards is found in FPM Chapter 451 and is not covered in this
bulletln.

Except as otherwise authorized by law, the cost of awards to SES members must be borne
by the agencies in which they are employed. Because bonuses and stipends are a signi-~

“ficant part of executive compensation, it is important that each agency head anticipate

the need for resources necessary for their payment, budget for them, and manage agency
finances so that executives whose contributions merit awards receive them. '

Although awards authorized under Sections 4507 and 5384 of title 5 differ in certain

~‘respects as to eligibility, frequency, amounts payable, etc., there are also similari-

ties and interrelationships between the two types in that:.

.

only SES members holding career appointments are eligible;

awards must be given as lump sum cash payments; ,

both kinds of awards are granted in recognition of hlgh caliber work performance-

.. the total of an employee's basic salary, bonus cash award for performance, and .
rank stipend may not in any one fiscal year exzceed the annual rate payable for
Executive Level I in effect at the end of the same fiscal year; :

5. award payments are neither subject To ‘retirement fund contributions nor are such

sums creditable for inclusion in the "hlgh—three average pay computation for

retlremenc benefits.

W N

Attachment ‘1 to this bulletin provides guidance for agencies to use in establishing and
administering SES bonus payment programs. OPM guidance relating to the awarding of SES
ranks and accompanying stipends is contaired in Attachment 2. Attachment 3 includes

copies of the pertlnent sections of 5 U.S.C. which govern the granting of both kinds of

awards. -

Inquiﬁes:bﬁxecutive Personnel and Management Development, (202) 632-3782

Code; 920- Senior Executive Service

Distribution: Limited, Heads of Agencies and Departments, and Asst. Secretaries for
Administration (or equivalents) .
Bulletin Expires:July 20, 1980

OPM FORM 654 779
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FPM Bulletin 920-29 (2) (

Please note that in accordance with Attachment 2 of this bulletin nominations for :
Meritorious and Distinguished ranks should be made by April 15,1980. Nominations - .
should be sent to:

 Associate Director for Executive}?grsonnel ,
and Management Development e ’
Office of Personnel Management
1900 E Street, N.W.
Washington, D.C. 20415

it should be noted that, as used in this bulletin and the Attachments, "agency”, “senior.
executive", and "career appointee” have the meanings set forth in 5 U.S.C. 3132 (a).

"Jule M. Sugarman
Deputy Director

Attachments (3)

e
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;o ‘ ' Attachment 1 te Btam 920-29 (1)
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PERFORMANCE AWARDS (BONUSES) IN THE SES

Background

v To encourage and reward excellence in performance by career appointees in the Senlor Ex-
exutive Service, 5 U.S.C. 5384 authorizes agency heads to make lump sum cash payments to
deserving executives.,

Avards Amounts
By law, a member of the SES may not receive in any fiscal year 2 bonus amount which
exceeds 20 percent of the executive's basic SES pay rate established by the President.
(One of the six SES pay rates). There is a further restriction that the total amount
paid to a member of SES during any fiscal year for basic salary, stipend for rank, and
bonus may not exceed more than the annual basic rate payable for Executive Level I in
effect for the same fiscal year. Note that the 20 percent limitation on bonus amounts
is calculated on basic SES pay rate established by the President, not on payable salary.
Each agency head shall ensure that bonus payments correspond to quality of performance
by executives. At an agency's option, any paymeat schedules adopted may express award
amounts in terms of a percentage of the recipient's basic pay rate, as fixed dollar
amounts, as a proportional share of total bonus funds available, or other method of
distribution, provided that the resulting distribution of cash payments reflect a
direct correlation with the degrees of executive contribution being rewarded. Agencies
should, as a matter of good management, guard against any tendency toward awarding maxi-
mum possible bonus amounts to larger segments of the executive population than can be °

. justified on the basis of exceptional performance. Normally, payment of all or even
k § ( most bonuses at the 20 percent maximum amount would reflect poor compensation management.
’ <“ There are no legal restrictions on the minimum bonus payment. However, private sector . .
experience has shown that where bonus amounts-are either sparse and/or automatic they
do not motivate executives. The OPM recommends that no payment of less than 3 percent
of basic pay rate be made, unless unusual circumstances prevail. Awards below 3 percent .
not only tend to "demotivate," but also waste bonus entitlements and funds which could
be utilized to better reward a more deserving executive. Agencies should scrupulously
avoid any scheme for awarding bonuses which is not grounded primarily in performance
(e.g., rotation).

Budgeting

Agencies must include an adequate sum in budget requests to cover SES performanc6 awards
and stipends for SES ranks. It is recommended that annual agency budgeted costs for both
SES awards should normally be in the range of from 6 percent to 10 percent of total
basic SES payroll in the agency. Some factors which will influence the determination of
the size of an agency's awards budget include: (1) judgment of the agency head as to the
award amounts necessary to help achieve the agency'’s goals and objectives, (2) the
‘number of SES positions in the agency, (3) the number of career SES appointees, and (4)
agency expectations as to the number and kind of awards to be made, including the number
of rank nominations to be made. It is not, however, appropriate to fail to budget .
adequately for SES awards in an effort to reduce an agency's budget, nor is it appropri-
ate to divert funds budgeted for this purpose to other objects rather than make warranted
performance awards.

Numerical Limitations

The number of SES bonus awards that may be granted by an agency head in any fiscal year
is legally restricted to 50 percent of the total number of filled and vacant SES posi-
.tions (including General and Career Reserved) that have been allocated to the agency by
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Attachment 1 to Btn. 920-29 (2) (,’

OPM. This limitation does not apply to an agency which has a total allocation of 3 or
fewer SES positions.

It should be noted that application of the above criteria determines the maximum number
of SES bonuses legal for an agency. Agencies, of course, are not required to award the
maximum number and should carefully avoid the automatic use of 50 percent of total SES
in making awards. Agency heads are responsible for ensuring that the maximum number of
performance awards are given out only when there is a clear demonstration that executive
performance levels in the agency merit it.

The head of an agency may apportion or assign bonus allocations to segments of the agen-—
cy provided, of course, that such apportionment constitutes a reasonable and equitable
distribution. :

Eligibility
. All career appointees in the SES are eligible for consideration for bonus awards. To

qualify, the SES member must: (1) receive a performance ratlng of not less than "fully
successful™ in the most recent appraisal of the executive's performance conducted in
conformance with an agency system which has been approved by OPM (ref. FPM Bulletin

No. 920-6) and (2) be recommended for an award by an appropriate performance review
board (PRB) established in the executive's employing agency iu accordance w1th 5 uU.s.C.
4314 (c) (ref. also to FPM Bulletin No. 920-9).

" When the above requirements have been met, the agency head may either personally act on
PRB bonus recommendations or action may be taken by others under delegations of authoxr—
ity that may be established within the agency. Records of approved bonus awards should .
be placed in the employee's official personnel folder. , . (

Time of Allotlng Awards

There is no requirement that all awards be recommended at the same time, although there
are obvious advantages of linking the performance evaluation to fiscal year plans and
accomplishments. But even if an agency staggers recommendations for bonuses, some sys—
tem must be established which would coordinate actual authorization of bonuses so that
deservlng individuals are not arbitrarily precluded from receiving bonuses because the
agency's maximum number of awards had been given out earlier in the year.

Presentatlon

Bonus awards should be presented by the agency head or other high ranklng off1c1a1 of the

agency at an appropriate ceremony. A certificate, or other recognition item, could also
be presented.

S
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Attachment 2 to Btn. 920-29 (1)

AWARDING OT RANKS AND STIPENDS IN THE SES

Background '

To recognize prolonged, high quality accomplishment by members of the Senior Executive
Service, 5 U.S.C. 4507 authorizes the President to apprcve the awvarding of ranks and
accompanying stipends to a select number of executives who hold career appointments.

The Awards
Two types of awards are available under Section 4507:

1. Meritorious Executive - for sustained accomplishment. This award includes a

‘ lump sum payment of $10,000 from the recipient’s employing agency. '

2. Distinguished Executive - for sustained extraordinary accomplishment. This
award includes a lump sum payment of $20.000 from the recipient's employing
agency. C '

A certificate signed by the President and a distinctive pin will also be included with

each of the above awards.

A luwp sum paid under Section 4507 is in addition to basic salary. However, by law, the
aggregate of an executive's basic pay, bonus, and stipend received in any fiscal year
may not exceed the annual pay rate for Level I of the Executive Schedule in effect at
the end of the same fiscal year. . :

Eligibility :

All career appointees in the SES are eligible for consideration for the ranks of Meritor—
fous Executive and Distinguished Executive. The performance for which a nomination for
an award 1s submitted shall have been sustained over a winimum period of 12 wonths. _
Preferably, the executive's performance over several years should be taken into account.
Any individual who receives a rank of either Meritorious Executive or Distinguished
Executive shall not be entitled to receive that same award during the following four
fiscal years. ' ' .

To provide for progression in the awarding of ranks, a nominee for Distinguished Execu-
tive normally shall have received the rank of Meritorious Executive. An exception may
be made, however, in a case where an executive's achievements are of such an exceptional
nature that only the highest rank permissible would serve as a fitting award.

Budgeting

The funds needed for stipends for SES ranks should be included in budget requests along
with the amount needed for SES bonuses as described in guidance on bonuses. (Agencies
with comparatively few SES positions, if they wish to nominate one or more executives
for an SES rank, will normally need to budget from 8 to 10 percent of total SES basic
payroll costs. Small agencies which do not plan to make any rank nominations, and large
agencies may find that a budget of from 6 to 8 perceant of SES payroll will generally be.
adequate.) The total amount budgeted (6-10 percent) should cover ranks and bonuses
combined.

Declassified in Part - Sanitized Copy Approved for Release 2013/08/12 : CIA-RDP95-00535R000300130001-9




Declassified in Part - Sanitized Copy Approved for Release 2013/08/12 : CIA-RD\P95-00535R0003001§0001-9 N
. ‘ . /\ \\A}\ . .
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Criteria
A nominee must have demonstrated (a) sustained accomplishment for Meritorious Executive,
and (b) sustained extraordinary accomplishment for Distinguished Executive.  Factors to
be considered include, but are not limited to, the following:

i H

(a) demonstration of the qualities of strength, leaae{;hip, integrity, industry,
and personal conduct of a level that establishes and waintains a high degree
of public confidence and trust; .

(b) career achievements that are generally recognized throughout the agency or are
acknowledged on a national or international level;

(c) successful use of human resources as evident through high workforce producti-

- vity, effective development and recognition of subordinates, and achievement
of equal opportunity goals; :

(d) demonstration of personal initiative and inmovation in overcoming obstacles
to achieve organizational objectives;. .

(e) improvements in quality of work, efficiency and/or timeliness of performance;

(£) achievement of significant cost reduction enabling the agency to reallocate
resources to high priority activities; . ' .

(g) unusual levels of cooperative efforts with other Federal agencies and governmental
jurisdictions; _ . : ' ' ' ' :

(h) especially successful efforts in affirmative action;

(i) record of accomplishment in a variety of programs and agencies.

It is expected that nominees normally will meet many of the foregoing criteria. In all
cases nominees should reflect credit on the career civil service. S

Procedures o . R . ((
The head of an agency may annually submit nominations to the Office of Personnel Manage- \.
ment (Attn: Associate Director for Executive Personnel and Yanagement Development), no
later than the 15th of April of each year. While there are no statutory restrictions

on the number of individuals an agency may nominate for am executive rank, Government—
wide limitations are imposed by law in that, in any fiscal year, (a) the number of B
Meritorious Executive awards may not be greater than 5 percent of the SES positions total
and (b) Distinguished Executive awards may not exceed 1 perceat of the total number of

SES positions authorized. Accordingly, agencies should consider both the legal restric-
tions and the table below as a general guide to the number of rank nominations that

would be reasonable for agencies to send to OPM each fiscal year: ) .

Total Number of Agenc& SES Positions Number of Nominations

1 to 15 S 1
16 to 50 L 1to3
51 to 75 L 3to5
76 to 120 . S5to7 :
above 120 . 6% of total SES

Nominations will be considered strictly on the basis of.merit and not on the basis of
agency size or number of nominations from an agency. The agency should indicate for each
nominee, which rank is being recommended. When an agency submits more than one nomina-
tion for the same rank, the agency's order or priority should be indicated. An individ~
uval nominated for Distinguished Executive will, if eligible, be automatically counsidered
for Meritorious Executive if OPM does not consider the award of the higher rank approp-
riate. Nominations shall be signed by the agency head and the documentation submitted
with each case should include (a) a completed OPM Form 1390; (b) a justification state-
ment (not to exceed two pages) which includes: : . R (f

/
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Attachment 2 to Btn. 920- 29 (3)

- brief description of scope and importance of nominee's work

- extent of ingenuity, innovation, and dedication demonstrated by the executive in
dealing with critical issues, problems, and the achievement of important goals and
objectives,

-~ beneficial results achieved through the nominee's leadership,

~ effectiveness in the management of human resources, : :

- major career-related awards and honors received (indicate dates); and {c) a copy
of pertinent portions of the executive's recent performance evaluation deemed by the agency
to support the nomination. The nominations should also cover as a minimum the criteria
elements listed earlier in this attachment. Section 4313 of 5 U.S.C. also contains use-
ful general guides related to SES performance appraisal.

Selection .

Acting either on its own or with the assistance of an advisory panel that may be establi-
shed by the Director, the Office of Personnel Management will review agencies' nominations
and will recommend to the President, for approval, candidates for Meritorious or Distin-
guished Executive. A nominee not selected for a rank award should receive agency consider-—
ation for other kinds of awards authorized under 5 U.S.C. (An individual may, of course,
receive an honorary rank and additional awards or recognition to the extent.to which they
are merited and not restricted by law). Records of approved rank should be placed in the
employees' official personnel folder.

Presentation and Public Awareness ‘ ' .

. Awards should be presented by the agency head or other high-ranking official of the ageucy

at an appropriate ceremony. It is highly desirable that family, friends, colleagues, and
subordinates of recipients be present and, if possible, wedia representatives. Infor-
mation about contributions recipients have hade should be disseminated to the general

public and the Federal workforce. Agency payment of ceremonial expenses is authorized under

-5 U.S8.C. 4503.

Awarding Ranks in the First Year of SES Operation .

The SES went into effect on July 13, 1979 and the initial bonus payments, in most cases,
will not be payable until late in 1980. There is no time restriction on the awarding

of ranks. Accordingly, OPM is authorizing an initial awarding of ranks as early as in-
dividuals who deserve special recognition can be identified. For this reason, we are

calling on agencies to nominate executives for Meritorious and Distinguished ranks by

April 15, 1980. Since a fully documented record of sustained SES performance will not
be available at that time, agencies should be careful to nominate only those career exe-
cutives whose performance over a significant period has been generally recognized as
exemplary. :
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§ 4507, Awarding of ranks in the Senior Executive Service
{s) For tho purpose of this section, “agency,” “senior executive,”

and Ycareer sppointes” huve the meanings set forth ir sestion 3482(e)

of this title.

(b) Each agency shall submit annually to the Offics recommenda-
tions of career appeintees in the sgency to be awarded the rank of
Meritorious Kxecutive or Distinguished Exeeutive, ‘The recommendan-
tions may take into account the individunl’s performuance over a period
of yeurs. The Office shall review such recommendntions and provide
{o the President recommenduations as to which of the agency recom-
mendad appointees should receive such rank.

(¢) During sny fiseal year, the President may, subject to subsce-
tion (d) of this section, eward (o any carveer appointes recommended
Ly the Offico the rank of—

(1) Meritorious’ Executive, for sustained accomplishment, or

(2) Distinguished Ixecutive, for sustained extraordinary
accomplishument, : ’

A career appointee awarded & rank under paragraph (1) or (2) of
this subsection shall not be entitled to be awarded that rank during
the following 4 fiscal years.

(d) Duringeny fiscal year—

(1) tha number of carcer appointees nwarded the renk of
Meritorious Ixeeutive may not exceed 5 percent of the Senior
FEixecutive HService; and

(2) the number of career appointees awarded the rank of Dis-
tinguished Executive mey not exceed 1 percent of the Senior
Executive Serviee, .

(e) (1) Receipt by & caveer appointee of the rank of Meritoricus
Iaxerutive entitles such individual to n Jump-sum payment of $10,000,
which shall be in addition to the basic pay prid under section 5382 of
this titla or any award paid under section 5384 of this title.

(2) Receipt by a career aippointeo of the rank of Distinguished
Ixecutive entitles the individual to a lump-sum payment of $20,600,
which shall be in addition to the basic pay paid under section 5342 of
this title or any award paid under section 5384 of this title, (Added,
Pub. L, 95-454, Gct. 18, 1078 ; 92 Stat. 1170.)

§5384. Performance awards in the Senior Executive Serviee

(2) (1) To encourago excellenco in performance by career appoint-
ees, performance awards shall be paid to career appointecs in accord-
-ance with the provisions of this section.

(2) Such awards shall be paid in a lump sum and shall be in addi-
tion to the busic pay paid under section 5382 of this title or any award
poid under section 4507 of this title,

(0) (1) No performsnce sward under this scétion shall be peid to
any cereer appointes whose performence was determined to be less
then fully successful at the time of the appointee’s most recent per-
formance appreisal und rating under subchupter 1T of chapter 45 of
this title.

(2) Tha amount of & perforsmunes award under this section shall be
determined by the ngency bead but may not exceed 20 percent of the
cerear appointes’s rate of basic pay.

(8) The number of career appointees in any agency paid perform-
ance swards under this section during any fiscal year may nct exceed
50 percent of the number of Senior Exccutive Service positions in such
egency. This paregraph shall not apply in the case cf any sgercy
which has less than ¢ Senior Executive éervicc positions,

(c) Performance awards paid by sny agency under this section
-shall be based on recommendations by performance review bourds
csteblished by such agency under section 4314 of this title,

(d) The Office of Personnel Management may issue gnidance to
agencies concerning the propertion of Senior Bxecutive Service salary
oxpenses that mey be appropriately applied to payment of perform-

. ance awards and the distribution of awards, (Pub. L. 95-254, Qct.

13, 1978, 92 Stat. 1172.)

)

-

“ulg 03 ¢ JUOmyOEI]Y

d

(1) 6 -026
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_ Personnel Management (OFPM).

- Office of Personnel Management FPM Bulletin  549.5

Federal Personne! Manua) System
FPM Bulletin

Bulletin No. 540-5 ‘ Washington, D. C. 20415

September 4, 1979

SUBJECT:  The Role of Cash Awards in the Merit Pay Systen

Heads of Departments and Independent Establishments:

Proposed regulations covering merit pay and cash award programs established by the Civil
Service Reform Act were published in FPM Bulletin 540-3. Section 540.206 of those proposed
regulations would require agenciles subject to the Merit Pay System to establish a plan

for administering a cash award program and to furnish a copy of the plan to the Office of

f In anticipation that the substance of the proposed regulations relating to cash awards

will not be materially changed, we are transmitting, in the attachment to this bulletin,
- guldance on the role and recommended uses of cash awards in the Merit Pay System. The
purpose of this guidance is to reinforce the intent of the Civil Service Reform Act to

highlight th cash awards in fewataing superior accomplishmentyr——————

Jhe attachment describes the rationale for a cash award progras and outlines what are
ected to be the more common uses of cash awards, ~IC 15 I6pGFEant to note that exth
agency WIll bear the major respomsibility in designing a cash award program consistent

with its needs and objectives and interrelated with 1its performance app: ogram and
- T ,———— e ——————————
nerit _ o - o
L ] N " -

While the language of the new cash award program in section 5403 of title 5, U.s8.C., is
virtually identical to that of the existing incentive awards program in chapter 45 of
title 5, U.S.C., the cash awaxd program under section 5403 becomes effective when an
agency actually converts to the Merit Pay System. Until that time, 2gencles may continue’
to use their existing authorities under the incentive awards programr of chapter 45 to
grant monetary awards to supervisors and management officials for job-related superior

" accomplishments. N
WW
Jule M. Sugarman v
Deputy Director
Attachment '

NOTE. This Bulletin is being issued in both the Special ard Regular Bulletin systeams.

Inquiries: Office of Leave and Pay Administration Policy, Compensation Division
extension 48960 or 254-8960

Code:. 540, Merit Pay and Cash Awards
Distribution: FPM

Bulletin Expires: July 20, 1980
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I. Background

The cash award program in section 5403 of title 5, United States Code, %23 an
integral part of the pay-for-performance system 2nd the President and Congress
wished to highlight this fact by joining the cash award program with the Merit
Pay System in the Civil Service Reform Act. Under the cash award program, the
head of an agency and the President may Ppay a cash award or grant honorary
recognition to a merit pay employee. These awards may be based on a suggestion,

Attachment to FPM Bulletin 540-3

ca g e

invention, superior accomplishment, or other personal effort that contributes to .-

_ the efficlency, economy, or other improvement of Government operations or achieves

2 significant reduction in paperwork.. An award could also be 8ranted to a merit . -

~ pay employee who performs a special act or service in the public interest in .° -
. connection with or related to the employee's Federal employment. . - C et

. .The head of an agency nay pay'a; cash award in anj' amount up to $10,000 to

recoganize and reward merit pay employees. However, at an agency's requeet, the .

Office of Personnel Management (OPM) may approve a higher amount up to $25,000. .

-While the maximum award which may be granted is quite large, and will be given-
. only occasionally, many types of employea accomplishments may merit smaller cash -
awards which could be granted more frequently. (Examples are given later in this
attachment.) ..o L s el L)L T Gl aa

Tew TS

-The law also provides that the President may pay a cash award to recognizé and .
" reward merit pay employees. A Presidential cash award .may be in additrion to an

agency cash award, and the maximum amount of a Presidentisl cash award msy not ..
exceed §10,000. - . . S : - wo
C IX. Cash Awards vs. Incentive -Awards - A "-'?-"-- - N :

A. " Legislative Intent = T T

The cash award provisions in chapter 54 of title 5, United States Code, parallel
the incentive award provisions of chapter 45 for employees other than merit pay

- employees. This reflects the intent to reposition the statutory language to
specifically focus the attention of agencies and individual agency managers on

. cash awards and to sanction and encourage their use in pay~for-performance ]

. determinations. A reading of the legislation reveals that a number of reasons
g_g;_gz:ant.ing;g __g_a;sh award way not be directly related to the employee's assig_ﬁ?&' N

- 80b dutdes. It is éXpected that in those InStinces tHe cash award program will
continue to recognlze these non-jobzrelated actions independent of pay decislons
VHICH 2dd¥eéss “Job=rélatad performance. Thus, there is no intent to use these
#specty 6f cash awards any differently than incentive awards In chapter 45. -
However, in the case of superior accomplishment of assigned Job duties, it is

expected that the performance appraisal will generally drive a manager's consider— -

ation of the appropriateness of a cash award in addition to a merit pay increase
to base pay or in place of a merit pay increase where such an increase may not
be appropriate. For the remainder of this attachment, the focus will be on cash
awards as they relate to superior accomplishment that is tied to Job-related
actions, o E L S
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B, Precedence and Consistency

Previous Civil Service Commission guidance made distinctions between sustained
superior performance awards and other types of monetary recognition.  In effect,
separate provisions of law provided agencies with two ways to acknowledge
superior performance: (1) permanent increases to basic pay through quality
step increases and (2) one-time additional pay increases through incentive
awards. Commission guidance distinguished advantages and disadvantages of each
type of -award but ultimately left it to the judgment of the agencies on which

'4 type of acknowledgment was more appropriate. Under the Reform Act, there

continue to be two approaches to pay-for-performance within the Merit Pay

.- System: -(1) permanent increases to basic pay through merit pay adjustments and

(2) one-time additional pay increases through cash awards. Thus, the Reform

" Act serves to strengthen the past relationship between cash awards and superior

I1I.

.. A. Concept . . ... . J;«J;v_-

job-related performance. S -

Bonus: A Compensation Tool ."..1 ; R - _

What is a bonus? A dictionary-type definftion might define 2 bonus as something
given in addition to or over and above what is usual or strictly due. With a
bonus, there is no ongoing expectation on the part of the employee or commltment '
on the part of the organization. But how does the bonus concept relate to the
Merit Pay System? . R ) :

The Merit Pay Systeh is based on-compensation philosophy that underscores the

law, regulation, and policy, the minimum 2nd maximum pay rates in the range for

- use of a range of basic pay for each grade to reward employee performance. By . (:

each grade represent the minimum and maximum dollars the organization will -
ordinarily pay (in basic salary), regardless of the quality of the performance
of the individual in a particular position. The challenge for any merxit pay

- . system is to ultimately position employees in the rate range, based on perfor- -

mance, and to pay them a basic salary consistent with the oxganization's policy.

Related to the use of the rate range is a2 corollary concept of compensation
philosophy that supports the use of a bonus, which in the case of the Merit Ray
System, is the performance-related cash award. This concept is that sometimes
legitimate reasons and circumstances may exist where base salary is either

. ,,insufficient or inappropriate to recognize the nature or level of the coantri~ -

bution made. In such cases, a bonus or cash award is deemed more suitable aand
justifiable while still maintaining the positive thrust of rewarding quality
performance. L . _ . -

B. Appropriate Uses of Cash Awards

When should a cash award be granted? What should the possibility of earning a
cash award be? There are no simple answers to these questions because of the
almost infinite variety of circumstances which may exist within an organization
that influeance the use of cash awards. For example, cash awards may be appro-
priate for (1) an employee who has performed in an outstanding manner on a
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single assigament yet has been in the organization only a short time at the
conclusion of a performance appraisal cycle; (2) an employee who has performed
{n an outstanding manner on a detail of either short or long duration; (3) an
employee who is at or pear the maximun of the rate range and whose exceptional
perforxmance on a particular project warrants special one-tize recognition
beyond what could be handled within the rate range; (4) an vausual, one-tine
employe2 accomplishment that merits only a relatively small monetary award
that 1s appropriate as a2n "on~the-spot" award; or (5) a significant employee
accomplishment that am agency wishes to reward jrmediately Instead of waiting
until the following October merit pay adjustment. Tn addition, a cash award
may be appropriate in very limited circumstances as a supplement but not as a
.. substitute for the merlt pay pool. For example, organization "A" has four -
employees; one 1s rated outstanding, and three are rated minimally satisfactory.
Organization "B" also has four. employees, but all four are truly outstanding
and are rated as such. Presuming that all of these performance ratings are .
accurate and that there is mo additional flexibility to further increase or
redistribute the agency's merit pay pool (which might occur as the result of
‘the restriction on reallocating merit pay funds across appropriation 1lines),
a difficult pay problem would face the organization since virtually all of
the merit pay pool funds must be -distributed to each organization as initially
allocated. Therefore, the one outstanding employee in organization A" will
receive a very substantial pay increasa vhile in organization 3" each of the
four outstanding employees will receive only an average increase. In such a
ecircumstance, cash awyards could be used to supplement merit pay increases in
 organization "p" and to insure that these employees are appropriately recognized
for their countributions. Please note that even though OFM considers this
example to be a proper use of cash awards, agencies must ba very cautious and
| : judicious in using cash awards as & supplement to basic pay. Cash awards )
(/ ‘ should never sexve as an automatic safety valve or become a non~judgmental, L (
standard operating procedure. oL

»

Another situation where a cash award might be appropriate is where the agency
wishes to recognize superior accomplishments that merit a one—time cash bonus
but do not warrant a permanent increase in base pay. These cash awards could

" be made in conjunction with merit pay increases to more fully compensate the
supervisor's or manager's total coatribution to the organization. Agencies,

_ however, should not use cash awards as a substitute for merit pay. These two
programs are conceptually different, as evidenced by their differing effect
on the employee‘s basic pay. Togethex, cash awards and merit pay forma -
unified, flexible package for yewarding high performance and for distinguishing
between employee contributions. : " ‘ S e

It must be emphasized that it is the combination of events and circumstaunces
" plus the use of managerial Jjudgment which should determine the use of these !
cash awards rather than any single criterion, such as the linking of a final . = . o §
pexformance appralsal rating to an automatic cash award. However, a2 list of _ ' R
potentially 4{nfluencing factors might include: nature, frequency and level
of accomplishments; Importance of the accomplishments to the organization;
employee's time on the job and position in the rate range; effort expended; )
work environment; availability of funds; yrecent or pending promotion; pay o T , {

.“/_.\\ .-
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compression; recognition of a specific performance-related factor such as
reduction in paperwork; or an employee's past receipt of a cash award (specif-
ically, the amount, reason and time since the last award). . N

c. Flexibility of Cash Awards e g o Vi

 Under the new Merit Pay System, managers mist review.all employees and make

specific pay decisions. Consideration and use of the cash award program can

substantially enhance a manager's flexibility to appropriately recognize employee.
performance and contribution.= o . '?f~-- L . : ..
While there is no question that the statutory 1auguage fram the incentive
awards provisions in chapter 45 was placed under the Merit Pay System and

-designated "Cash Award Program” to highlight its presence and usefulness as a

managerial compensation tool for merit pay employees, the nature of its utili-
zation should not create an expectation in the employze's mind of an unlimited
and virtually automatic flow of funds. - The "over and above' concept should be
perserved while still providing a prominent place in the Merit Pay System for

. such employee rewards. The important point is to assure that cash zwards will

be considered both when managers.review their employees to determine direct
compensation adjustments in October and throughout the fiscal yeaxr when a more

HAimmediate“monetary award is appropriate. OFM would view the institutionali- R

_zation of cash awards of specific dollar amounts with automatic linkage to

specific performance levels as having the effect of diminishing the effective-
ness of cash awards as part of the pay~for-performance system. Furthermore,
such a linkage was not envisioned as a part of the system while drafting the -

merit pay legislation. To summarize, agenciles should avoid (1) an automatic SR (:‘;‘"

linkage between a single criterion and a cash award and (2) any appearance that
cash awards simply augment the ongoing merit pay program. .

Award System. Merit Pay VS. SES

Although the Merit Pay System and the Senior Executive Service (SES) both

" contain bonus provisions, there are significant differences in how these bonuses 4

operate. Although there are six levels of basic pay in SES, these are single
rates and not a rate range. Consequently, bonuses become the primary notivating

. 'and rewarding force. In addition, even though comparability—type adJustments
““are possible each year, they are not guaranteed. In the past, there has been

' severe salary compression at these levels. Therefore, bonuses of up to 20 percent

'~ of base pay constitute the major compensation feature in SES.

- overall salary expenditures.

Under the Herit Pay System, there is a range of basic pay of approximately
30 percent for each grade. Adjustments to the pay structure take place annually .
through comparability adjustments and, even more important, employees can
a2dvance within the pay range as a reward for performance. In this system,
bonuses (cash awards) are expected to represent only a small percentage of .

. In summary, both the Merit Pay System and SES are pay—for—performance systems,

but they use bonuses in quite different ways. Since SES is being developed

in the agencies first, there must be caution used not to automatically transfer
the SES bonus concept dlrectly to an agency's merit pay plan without a careful
analysis of the systems' differences. ,
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